ANNUAL REPORT REQUI RED BY THE TECHN CAL
AND M SCELLANEQUS REVENUE ACT CF 1988

| nt r oducti on

Section 7105 of the Technical and M scel | aneous Revenue Act
of 1988 requires the Railroad Retirenment Board to submt an
annual report to the Congress on the financial status of the
rai l road unenpl oynment insurance system The report nust
contai n recommendati ons for financing changes whi ch m ght be
advi sabl e, specifically wth regard to rates of enpl oyer
contributions. This report neets the requirenents of
Section 7105 for 1996.

Recent Devel opnents

Fol | owi ng passage of the Railroad Unenpl oynent |nsurance and
Retirenment |nprovenment Act of 1988, the maxi numdaily
benefit applicable to unenpl oynment and si ckness paynents
begi nning on or after July 1, 1988, increased to $30, and is
cal cul ated on an indexed basis. Beginning July 1, 1994, the
maxi numdai ly benefit increased from$33 to $36. The
nonthly tax base increased from$840 in cal endar year 1994
to $850 in 1995, and to $865 in 1996, based on increases in
the railroad retirement tier | creditable base. Enployer
experi ence has been captured since January 1, 1990, and the
first experience-based enpl oyer tax rates were cal cul ated
for 1991. The pre-Cctober 1985 | oans fromthe Railroad
Retirenment Account were repaid in their entirety in June
1993.

Econom ¢ and Enpl oynment Assunpti ons

The econom c and enpl oynent assunptions used in this report
correspond to those used in the report required by Section
502 of the Railroad Retirenent Sol vency Act of 1983.

Unenpl oynent | evels are the single nost significant factor
affecting the financial status of the railroad unenpl oynent
i nsurance system Rapidly declining enploynent coupled wth
hi gh unenpl oynent |evels, as occurred in the early 1980's,
can put the systeminto debt. Conversely, significant cash
bal ances can accunul ate if enpl oynent declines are noderate
and unenpl oynent levels remain |ow The experience-rating
systemis designed to tie individual enployer contribution
rates to their level of benefit clains, thus adjusting the
overal | account bal ance to an appropriate |evel.
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The three enpl oynment assunptions used, denoted A, B, and C
are shown in Table 1 at the end of the report. The
projected tier | creditable limts, which determne both the
rail road unenpl oynment nont hly wage base and t he nmaxi num
daily benefit rate, are fromthe Social Security

Adm nistration's 1996 Trustees Report, internedi ate set of
assunptions. Table 2 shows the tier | creditable limt,
unenpl oynent nont hly earni ngs base and daily benefit rate
assunpti ons.

Results

Projections were nmade for the various conponents of incone
and out go under each enpl oynent assunption for the 11 fi scal
years 1996-2006. The results are summarized in Table 3.
Aver age enpl oyer contribution rates under the experience-
rated contribution systemare wei ghted averages based on the
rel ative size of each railroad s payroll.

Tabl e 3 consists of three tables, one for each enpl oynment
projection A, B, and C The tables show (1) contributions,
excluding the portion allocated to the Adm nistration Fund,
(2) net benefit paynents, (3) other incone and outgo, (4)

t he cash bal ance in the Railroad Unenpl oynent | nsurance
Account (Account) at the end of each fiscal year, (5) the

| oan bal ance, if any, including accrued interest, (6) the
Account bal ance at the end of each fiscal year, less |oans
due and (7) the average enployer contribution rate for each
cal endar year

Under all the assunptions, no new | oans are needed to
finance benefit payments during the projection period. The
experience-based contribution rates generate sufficient
funds to respond to the different |evels and patterns of
enpl oynent decline assuned. However, under assunption C
there is sone |likelihood of a small, short-termcash flow
problemin fiscal year 1998.

The experience-rating fornula is designed to keep the
accrual bal ance of the Account, as of June 30, between $100
mllion and $250 mllion, indexed for changes in the taxable
base. During the 1991-1993 phase-in to experience-based
contribution rates, the balance in the Account increased.
The surplus funds in the Account were used to repay the pre-
Qctober 1985 loans fromthe Railroad Retirenent Account in
their entirety on June 29, 1993. The resulting June 30,
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1993, balance ! in the Account was only slightly above $250
mllion. The 1994 system pool ed credit was 0.22 percent,
down fromb5.31 percent in 1993. By June 30, 1994, the

bal ance had dropped to $226 nillion, below the |evel that
triggers a systempool ed credit.

The average enpl oyer contribution rate is bel ow 1.0 percent
during 1996 under each enpl oynment assunption. The Account
bal ance drops bel ow $100 mllion in 1997. A 1.5 percent
surcharge is |ikely under enpl oynent assunptions A and B for
cal endar years 1998-2000 and 2003-2004. Under enpl oynent
assunption B, there is sone |ikelihood of a 2.5 percent
surcharge in cal endar year 1999 and a 1.5 percent surcharge
i n cal endar year 2005. Under enpl oynent assunption C a 2.5
percent surcharge is likely for cal endar years 1999- 2000 and
a 1.5 percent surcharge is likely in cal endar years 1998,
and 2003-2005. The hi ghest average contribution rate needed
i s under enpl oynent assunption C, where it rises to 5.90
percent for calendar year 1999. This is well below the 12
percent maxi numrate all owabl e.

Based on expected budgetary constraints, admnistrative
expenses are assunmed to decline in fiscal years 1997- 2005,
then rise slightly in fiscal year 2006. The 0. 65 percent of
taxabl e payroll allocated to the Admnistration Fund is nore
than sufficient to finance admni strati ve expenses. Wen

t he bal ance in the Adm nistration Fund exceeds $6 nillion at
the end of a fiscal year, excess funds are transferred to
the Account early in the next fiscal year. Under all three
enpl oynent assunptions, the balance in the Admnistration
Fund exceeds $6 mllion at the end of each year in the 11-
year projection period.

V. Recommendati on
As stated in the introduction, the Congress directed the
Railroad Retirenent Board to make recommendati ons for
financi ng changes whi ch m ght be advi sable, specifically
with regard to rates of enployer contributions.

No financing changes are recommended at this tine.

The bal ance referred to here and in the follow ng paragraph
is the accrual bal ance of the Account as of June 30, on which
cal cul ati ons of pooled credits and surcharges are based. Cash
bal ances shown on Tabl es 3A-C are not used in these cal cul ations.
June 30 accrual bal ances are shown in Table 4.
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Projections under three different enploynment assunptions

i ndi cate that experience-based contribution rates wll
respond to fluctuating enpl oynment and unenpl oynent |evels,
and thereby nmaintain fund sol vency.



Table 1: Employment Assumptions Used in 1996 Report

Calendar Average Employment (thousands)
Year A B C
1995 264 264 264
1996 258 254 251
1997 251 245 239
1998 247 238 228
1999 243 231 218
2000 239 224 209
2001 235 218 200
2002 231 212 191
2003 227 206 183
2004 224 200 176
2005 220 194 168
2006 216 189 161

Employment assumptions A and B are based on the stability

of employment in passenger service (Amtrak and commuter
service) as distinguished from freight service. However, to
account for the announced reduction in Amtrak employment,
these assumptions include a decline in passenger service
through 1997. Employment assumption A is the most optimistic
of the three employment assumptions. Employment assumption
B is intended to provide a "moderate" assumption. Employment
assumption C follows the structure of assumptions A and B,
except that it projects declines after 1997 in passenger
employment and steeper declines in freight employment than
employment assumptions A and B.

Employment assumptions A and B assume passenger employment
declines from a level of 45,000 in 1995, to 43,000 in 1996

and 41,000 in 1997 and later. Non-passenger employment
declines at a constant annual rate (2.0 percent for assumption

A and 3.5 percent for assumption B). Employment assumption

C assumes that passenger employment declines after 1997 by 500
each year and non-passenger employment declines at a constant
rate of 5.0 percent.



Table 2: Annual Tier | Creditable Limit, Monthly RUI
Taxable Limit, and Maximum Daily Benefit Rate

Maximum

Annual Monthly Daily

Calendar Tier | RUI Benefit
Year Limit Limit Rate [1]
1995 $61,200 $850 $36
1996 62,700 865 36
1997 65,100 890 36
1998 67,800 915 39
1999 70,500 945 39
2000 73,500 980 42
2001 76,500 1,010 42
2002 79,500 1,040 44
2003 83,100 1,080 44
2004 86,700 1,115 47
2005 90,900 1,160 50
2006 95,400 1,210 50

[1] Effective for registration periods beginning after June 30 in the
calendar year.



Table 3A. Progress of the Railroad Unenpl oynent |nsurance Account Under Assunption A
(Dol lar Anounts in M11ions)

Aver age
Account Account Loan Account Cash Enpl oyer
Contri - Net Q her 1 ncone Cash Bal ance Bal ance Less Contribution

Fi scal but i ons Benef i t and Qut go Bal ance Year End Loans Due Cal endar Rat e

Year [ 1] Payment s [ 2] Year End | 3] Year End Year (Per cent)
1996 $6.1 $68. 5 $9.2 $120. 4 $0.0 $120. 4 1996 0.94
1997 13.5 66. 1 7.2 75.0 0.0 75.0 1997 1.33
1998 51.5 65. 8 4.7 65.4 0.0 65. 4 1998 3.64
1999 90.5 68. 1 6.6 94.4 0.0 94.4 1999 4. 05
2000 79.8 68. 0 10. 8 117.0 0.0 117.0 2000 2.80
2001 46. 8 71.0 12. 3 105.1 0.0 105.1 2001 1. 69
2002 38.3 70.4 12. 3 85.3 0.0 85.3 2002 2.18
2003 63. 3 72.0 12. 7 89.3 0.0 89.3 2003 3.30
2004 83.3 71.7 14. 3 115.2 0.0 115.2 2004 3.41
2005 66. 4 75. 2 15.6 122.0 0.0 122.0 2005 2.13
2006 46. 2 77.9 15.5 105. 8 0.0 105. 8 2006 2.04

[1] Excludes 0.65 percent of taxable payroll allocated to the Admnistration Fund.

[2] Incone includes interest on investnents and transters tromthe Admnistration Fund of anmounts in excess
of $6 mllion at the end of the previous tiscal year. Qutgo includes tunding for the Cfice of |nspector
CGeneral and the Special Managenent |nprovenent Fund.

[3] Includes accrued interest.

NOTE: Detail may not add to totals due to rounding



Table 3B. Progress of the Railroad Unenpl oynent |nsurance Account Under Assunption B
(Dol lar Anounts in M11ions)

Aver age
Account Account Loan Account Cash Enpl oyer
Contri - Net Q her 1 ncone Cash Bal ance Bal ance Less Contribution

Fi scal but i ons Benef i t and Qut go Bal ance Year End Loans Due Cal endar Rat e

Year [ 1] Payment s [ 2] Year End | 3] Year End Year (Per cent)
1996 $6.1 $68. 5 $9.2 $120. 4 $0.0 $120. 4 1996 0.94
1997 13.2 73.0 6.8 67.4 0.0 67.4 1997 1.33
1998 52.0 77.4 3.2 45. 2 0.0 45. 2 1998 3.81
1999 97.7 79.7 4.5 67.7 0.0 67.7 1999 4.70
2000 101. 2 78.7 8.5 98.7 0.0 98.7 2000 4. 03
2001 74.0 81.0 10.6 102. 3 0.0 102. 3 2001 2. 67
2002 50.7 79. 2 10. 8 84.6 0.0 84.6 2002 2.32
2003 59.5 80.0 10.9 75.0 0.0 75.0 2003 3.29
2004 82.6 78.9 11. 1 89.8 0.0 89.8 2004 3.97
2005 84.3 81.8 12. 2 104.5 0.0 104.5 2005 3.38
2006 66. 8 83.4 12. 6 100. 5 0.0 100. 5 2006 2. 65

[1] Excludes 0.65 percent of taxable payroll allocated to the Admnistration Fund.

[2] Incone includes interest on investnents and transters tromthe Admnistration Fund of anmounts in excess
of $6 mllion at the end of the previous fiscal year. Qutgo includes tunding for the Cfice of |nspector
General and the Special Managenent |nprovenent Fund.

[3] Includes accrued interest.

NOTE: Detail may not add to totals due to rounding



Table 3C. Progress of the Railroad Unenpl oynent |nsurance Account Under Assunption C
(Dol lar Anounts in M11ions)

Aver age
Account Account Loan Account Cash Enpl oyer
Contri - Net Q her 1 ncone Cash Bal ance Bal ance Less Contribution

Fi scal but i ons Benef i t and Qut go Bal ance Year End Loans Due Cal endar Rat e

Year [ 1] Payment s [ 2] Year End | 3] Year End Year (Per cent)
1996 $6.0 $68. 5 $9.2 $120. 3 $0.0 $120. 3 1996 0.94
1997 12.9 79.3 6.3 60. 2 0.0 60. 2 1997 1.33
1998 52.0 90. 3 2.0 23.9 0.0 23.9 1998 3.96
1999 110.1 91.8 2.2 44. 4 0.0 44. 4 1999 5.90
2000 128. 8 88. 8 6.6 91.0 0.0 91.0 2000 5.48
2001 98. 2 90. 2 9.5 108. 5 0.0 108. 5 2001 3.55
2002 61.3 87.2 9.9 92.5 0.0 92.5 2002 2. 65
2003 59.7 86. 6 9.4 75.0 0.0 75.0 2003 3.49
2004 82.6 83.8 8.8 82.6 0.0 82.6 2004 4. 56
2005 91.7 85.8 9.6 98.1 0.0 98.1 2005 4. 27
2006 78. 4 86. 6 10.0 99.9 0.0 99.9 2006 3.49

[1] Excludes 0.65 percent of taxable payroll allocated to the Admnistration Fund.

[2] Incone includes interest on investnents and transters tromthe Admnistration Fund of anmounts in excess
of $6 mllion at the end of the previous tiscal year. Qutgo includes tunding for the Cfice of |nspector
CGeneral and the Special Managenent |nprovenent Fund.

[3] Includes accrued interest.

NOTE: Detail may not add to totals due to rounding



Table 4. June 30 Accrual Bal ance of the Railroad Unenpl oynent | nsurance Account
(Dol lar Amounts in MI11ions)

Enpl oynent Assunption A  Enpl oynent Assunption B  Enpl oyment Assunption C

1.5 Percent 1.5 Percent 1.5 Percent

Account  Surcharge Account  Surcharge Account  Surcharge

Year Bal ance Threshol d Bal ance Threshol d Bal ance Threshol d
1996 $127. 2 $100. 0 $126.9 $100. 0 $126. 8 $100. 0
1997 81.9 100.0 74.6 100.0 68.0 100.0
1998 74.2 100.0 55.0 100.0 34.8 100.0
1999 103.8 100. 7 77.8 100.0 55.4 100.0
2000 128.1 102.5 110.1 100.0 102.8 100.0
2001 116.7 104.7 113.6 100.0 119.7 100.0
2002 98. 6 106. 1 97.5 100.0 104.9 100.0
2003 102. 6 107. 4 87.4 100.0 86.7 100.0
2004 129.1 109. 4 102.9 100.0 94.9 100.0
2005 136.5 111.7 117.8 100.0 110.3 100.0
2006 119.5 114. 3 112.5 100. 6 110.5 100.0

The June 30, 1995 accrual bal ance was $184, 398, 531. 65

The experience rating systemprovides for a surcharge in the enployer contribution rate
when the Railroad Unenpl oynent | nsurance Account bal ance falls bel ow certain threshol ds.
The 1.5 percent surcharge threshold is the greater of $100 mllion or the anount that bears
the sane ratio to $100 mllion as the system conpensation base as of that June 30 bears to
the system conpensation base as of June 30, 1991. The 2.5 percent surcharge threshold

(not shown) is indexed froma $50 mllion base.



